ABSTRACT
INTRODUCTION
he term "Islamic Banking" is defined as the conduct of banking operations in consonance with Islamic teachings (Mirakhor, 2000; Haque, et al., 2007) . The main principles of Islamic banking activities thus, comprise of prohibition of interest (riba) in all forms of transactions undertaking business and trade activities, based on, fair and legitimate profit. Unlike conventional banking system, the Islamic banking system prohibits usury (riba), the collection and payment of interest. Instead, it promotes profit and loss sharing principles in all forms of banking transactions. Other than riba the Islamic banking system also prohibits monopoly. However promotes giving zakat (alms tax) and cooperation for the benefit of society, and development of all halal aspects of business, that are not prohibited by Islam (Haron, 1997; Mirakhor, 2000) . Thus, it is realized that the emergence of Islamic financial system has created a new dimension to the current economic models (Aziz, 2005; Fazlan and Mohammad, 2007) .
Over the past four decades, Islamic banking has emerged as one of the fastest growing industry, at an estimated growth rate of 15-20 percent per annum (Haque et al., 2007; Aziz, 2010) . It has spread to all corners of globe and received wide acceptance by both Muslims and non-Muslims (Aziz, 2006) . The Malaysian government too has given great emphasis to develop a well functioning and efficient Islamic banking system in Malaysia. Thus, the vision of Malaysian government is to develop a progressive and robust Islamic banking industry, rooted in the Islamic core values and principles that best serve the needs of the nation"s economy. Today, Malaysia has succeeded in implementing a dual banking system and has emerged as the first nation to have a full-fledged Islamic banking system, operating in parallel, with the conventional banking system. The Malaysian Islamic banking system currently comprises of eleven (11) local Islamic banks and six (6) foreign Islamic banks all together (Bank Negara Malaysia, 2010).
Moreover, it is the aspiration of the Malaysian government to have a strong Islamic banking industry capturing 20 percent of the market share of Islamic assets, financing and deposits by 2010 (Aziz, 2007) . Although the 20 percent of market share has generally been achieved, the growth seemed to be slow and insignificant in comparison to conventional assets, financing and deposits, which are relatively higher. It was critiqued by previous scholars that although there are continuous growth opportunities for Islamic banking in this country, there is a need to develop products and services that are in line with the changing needs and demands of customers to remain competitive in the business (Sadiq and Shanmugam, 2002 ; Haron et al., 2005) . A feature of the banking industry across the globe has been that it is increasingly becoming turbulent and competitive (Sadiq and Shanmugham, 2003) . The process of globalization and liberalization together with digitalization has fueled the intensity of business competition today. Thus, Islamic banking in Malaysia, as one of the most important components in the service industry is faced with stiff competition, not only with the long established conventional banking system and the international players, but also within themselves.
As competition intensifies, Islamic banking should no longer be regarded as a banking service striving to fulfill only the religious obligations of the Muslim community, but more significantly as an innovation in the banking industry, that ought to be, as competitive as conventional banking. This necessitates Islamic financial institutions to understand the real needs and demands of their customers towards Islamic banking products and services. This necessitates the present study, which aims to examine the factors affecting the adoption of Islamic retail banking products and services in Malaysia.
RESEARCH OBJECTIVES
Therefore, the main objective of the present study is to understand the nature of consumer usage of Islamic banking, in particular retail banking, in Malaysia and the specific objectives are as follows: The following section describes briefly on the research methodology. Subsequently, the results and implications of the findings are discussed. The final section ends with the limitation of the study and a concluding remark.
RESEARCH METHODOLOGY
To determine the adoption of Islamic retail banking products and services, a survey was conducted among the banking customers of Malaysia, during October to December 2010. A survey instrument was designed to collect data. The instrument itself was a questionnaire designed previously (Yusof, 1999) , consisting 32-questions that measures eight key constructs of the study. Initially the respondents were asked to indicate their current usage of Islamic retail banking deposit and financing schemes. The following section consist questions related to consumers" perception on IRB products and services. Responses to the question on the variables were entered on a five-point Likert-type scale as follows: 1 = Strongly Disagree, 2 = Disagree, 3 = Neither Agree or Disagree, 4 = Agree and 5 = Strongly Agree. The final section consists of the demographic profile of the respondents that include; gender, age, ethnicity, and religion, level of education, monthly income, and occupation.
Individual customers of banking sector from the urban and rural regions of Malaysia participated in this study. The urban regions are represented by the main cities in Malaysia comprising, Kuala Lumpur, Seremban, Johore Bahru, Kuantan, Ipoh, GeorgeTown, Kota Bahru and Kuala Terengganu. Correspondingly the rural regions are represented by, Sekinchan, Bahau, Labis, Chaah, Raub, Sungkai, Pasir Mas and Kuala Berang. Therefore, the urban and rural locations of the study overall cover the northern, central, southern and eastern regions of Malaysia. The composition of the respondents of the present study is made up of both Muslim and non-Muslims. comprised of both Muslim and non-Muslims. The sample for urban regions was drawn from bank customers at three leading banks of Malaysia and, as for the rural regions; it was drawn from the mosques and households. The survey instrument was personally administered, and administered through the medium of Internet. Hardcopies of questionnaires were distributed using convenient sampling while online questionnaires were sent out randomly to friends and colleagues in the mailing list. A total of 281 useable responses from the urban region and 256 from the rural region were obtained.
4.
DATA ANALYSIS
Usage of Islamic retail banking products and services between the urban and rural customers
To make a comparison of the usage of IRB products and services between the urban and rural banking customers, a cross-tabulation analysis was conducted. The underlying reason for such an analysis is to examine whether regional barriers affect the adoption of Islamic retail banking usage in Malaysia. The result revealed, higher percentage of respondents who operate IRB products and services come from urban regions of Malaysia, in comparison to the rural customers as depicted in Table 1 . In total approximately 40.8 percent of banking customers seemed to use IRB products and services such as Islamic deposits and financing schemes. In that, nearly 25 percent were urbanites and 15.8 percent were rural customers. The percentage of customers who do not use any Islamic retail banking products and services, make up nearly 59.2%. In that, 27.4% are urbanites and the remaining 31.8% are rural customers. It is surprising to note that the majority of the banking customers in Malaysia still have not adopted Islamic banking, despite the fact that it has been operating for the past three decades now. Moreover, the Chi-Square statistics between region and usage of Islamic retail banking revealed Pearson χ² value of (1, 537) = 11.636; p = 0.001 (<0.05 significance level). This confirms that there is statistical significance between region and the usage of Islamic retail banking. Subsequent findings from the symmetric measure of Cramer"s V, 0.147 (p=0.001) further emphasized that there is a significant association between region and usage of Islamic retail banking schemes.
Usage of Islamic retail banking between Muslim and non-Muslim banking customers.
An independent samples t-test was conducted to identify if there is a significance difference in usage of IRB products and services between the Muslim and non-Muslim banking customers of Malaysia. The independent samples t-test is consider appropriate in order to examine if there is a significant difference in the means for two groups in the variables of interest, with the assumptions that, independence of groups and homogeneity of variance are met (Sekaran, 2003; Coakes, 2009 ).
The Table 2 below shows the findings of the t-test analysis. Prior to that the "Levene"s test" for equality of variances was considered. Given that, the equality of variances for the usage of IRB, the Levene"s test shows an insignificant result, with p-value 0.159 (>0.05), thus equal variance estimates were interpreted. The difference in the means of 4.188 and 3.761 with standard deviations of 3.849 and 3.213 for the Muslims and non-Muslim customers shows significant difference, where t (535) = 4.354, p=0.000 (< 0.05). Moreover, there seemed to be a significant difference between the Muslim and non-Muslims customers, concerning their usage of Islamic retail banking products and services. Obviously, the majority of users, approximately 73 percent were Muslims and only 27 percent were non-Muslims. 
Factors that determine the current usage of Islamic retail banking
This section presents the factors that predict the usage of IRB. Multiple linear regression (MLR) was used to conduct the analysis. As it is one of the widely used multivariate techniques in research to determine whether the independent variables of the study explain a significant variation (relationship) in the dependent variable, with the condition that both variables must be metric (Malhotra, 2007; Hair et al., 2010 Awareness on Attributes of IRB The regression equation denotes that, a 1-unit increase in Relative Advantage, the usage of IRB products and services will increase by 0.150 units, given that other predictors remain constant. Likewise, an increase of Promotional efforts by 1-unit will increase the IRB usage by 0.112 units, provided other variables remain unchanged. Subsequently, a 1-unit increase in Complexity will cause a decrease in the usage of IRB by 0.086 units, and a 1-unit increase in Compatibility will cause an increase in the usage of IRB by 0.085 units. Finally, a 1-unit increase in consumer awareness on IRB attributes will cause an increase in the usage of IRB by 0.05 units, with other independent variables held constant. 
CONCLUDING REMARKS
This study revealed that there is a significant difference in usage of IRB products and services between the urban and rural customers. Obviously, the usage is more apparent among the urban customers probably because of their banking exposure and easy accessibility. This is due to the reason that most of the financial institutions in Malaysia are located in the urban regions. Thus, the level of baking exposure and banking practices is higher among the urbanites in comparison to the rural customers. Therefore, it is vital that the Malaysian financial institutions should bridge this barrier by implementing mobile branches and mini-kiosk to reach out to the rural customers. As to accelerate the usage of IRB products and services among the non-Muslim customers, the present promotional strategies ought to be changed to the ones that expose and educate customers on the benefits of IRB schemes. The financial institutions should emphasis more on personal selling and interactive marketing techniques. Whereby, the sales personnel are able to communicate the benefits of IRB products and services to the potential customers, convincing them to use it.
As for the factors affecting the usage of IRB products and services, five (5) factors, namely Relative Advantage, Compatibility, Promotional Efforts, Complexity and Consumer Awareness on IRB attributes, seemed to have significant relationship with usage of IRB. Given that, financial and economical superiority of IRB products and services seemed to be the main factor that attracts the current usage. Second is the perceived compatibility of IRB products and services, which seemed to influence the current usage of IRB, since the current users may find it as congruent to their religious beliefs, lifestyle and banking habits. Subsequently, the promotional efforts by the financial institutions have actually influenced the current usage of IRB. The fourth factor, which actually affects the current usage of IRB, is perceived complexity among the users. This indicates that the current users still perceive IRB as complex to a certain extent. Finally, customers" awareness on IRB attributes also seemed to contribute towards usage of IRB products and services.
